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Article 8

Housing Prices in 2012
Laudo Ogura, Ph.D., and Paul Isely, Ph.D., Department of Economics
Seidman College of Business

R

ecently, there have been many signs that the U.S. housing
market is finally recovering. Since prices started to
decline in mid-2006, the national housing price index
reached a bottom in the first quarter of 2012 and since then
rose 4% until August (based on the seasonally adjusted S&P/
Case-Shiller 20-city; Federal Reserve Bank of St Louis). Private
housing starts have been in an uptrend since 2011, rising from
around 550,000 to almost 900,000 in September 2012 (U.S.
Census Bureau). These positive changes in the housing market
have been credited to the economic recovery (unemployment
rates were down to 7.9% in October 2012 after reaching a
peak of 10% three years ago) and historically low mortgage
rates (30-year mortgage rates reached 3.4% in October 2012),
although credit requirements are still very restrictive compared
to the previous boom years.

we computed the indices using home sales from 2000 and
2012, with sale prices as low as $10,000. For Grand Rapids, we
also computed an alternative index that excludes houses with
sale prices below $50,000 (which are likely more affected by
the foreclosure crisis). In Figure 1, the alternative measure is
called non-distressed index.
As seen in Figure 1, housing prices in richer suburban areas
like Cascade and Georgetown townships are still above the
2000 levels, but central areas have seen deeper price declines
(Grand Rapids price index is 51% below the 2006 level).
This difference is likely due to the foreclosures crisis, which
affected lower income homeowners in particular. Indeed, the
non-distressed home price index for Grand Rapids suggests
a much smaller drop in prices (a 24% decline since 2006,
which is more in line with the decrease in suburban areas).
Higher household income and better employment conditions
(see Table 1) have helped soften the impact of the economic
recession and slow growth in recent years, leading to smaller
declines in housing prices.

In West Michigan, our latest estimations of a quality adjusted
housing price index for several cities in the region show prices
rising in 2012 (based on data available up to mid-November).
We estimated price indices for Grand Rapids, Grandville,
and Cascade Township in Kent County, and Holland and
Georgetown Township in Ottawa County. Figure 1 depicts these
indices since 2006, when prices started to decline. The index
is set at 100 in 2000, so it can be interpreted as the amount of
money needed to buy a house for every $100 that was needed
to buy the same house in 2000. The index is computed by
comparing the sales prices of the same houses over time, which
means that only houses sold more than once are taken into
account. Although the estimation does not include the sale
prices of all houses and disregards the impact of renovation or
deterioration, the index is considered to be a good measure of
the average changes in local market conditions. For this work,

To understand the recent rise in home prices in Kent and Ottawa
counties, we analyze how market conditions have evolved
in the past year. Higher housing prices are typically a result
of higher demand and/or lower supply. Demand for housing
increases when there is growth in the population of households,
growth in the income needed to buy a house, or better credit
market conditions (lower mortgage rates and looser credit
requirements). Higher expectations on future prices and income
also help stimulate current demand. On the other hand, the
supply of available housing increases when new houses are built
or more people choose to sell or face foreclosure.

Figure 1: Housing Price Index
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Table 1: Local housing demand factors
Population growth
from 2000 to 2010

Population growth
from 2010 to 2011

Median household
income (2006–2010)

Unemployment rate
(2006–2010)

Employment change
from 2005 to 2010

Grand Rapids

-4.9%

0.9%

38,344

11.7%

-14.6%

Grandville

-5.4%

0.9%

50,984

5.7%

-10.1%

Cascade

+13.4%

0.9%

94,313

6.8%

+3.3%

Holland

-5.7%

0.6%

44,001

8.2%

-12.5%

+12.8%

0.9%

62,723

5.6%

-11.2%

Area

Georgetown

Median household income and unemployment rate data are from the American Community Survey 2006–2010 (U.S. Census Bureau). Employment change in Cascade is based on zip code 49301;
in Georgetown, it is based on zip code 49428 (Source: U.S. Census LEHD).

Both Kent and Ottawa counties had a 0.9% population growth
in 2011, according to estimates of the U.S. Census Bureau.
This increase in population follows the positive growth trend
seen in the last half of the 2000s in most of the region. Labor
market conditions have also improved recently. In the JanuarySeptember 2012 period, employment in Kent County was 2.9%
higher than in the same period in 2011. In Ottawa County,
employment increased by 5.2% in that period (Michigan DTMB).
Improved expectations for employment and future market
conditions helped stimulate housing demand. The historically
low mortgage rates also stimulated demand. Together, these
factors explain the recent increase in housing prices in the
region. However, home purchases are still hindered by mortgage
requirements that became strict during the foreclosure crisis and
have not yet loosened significantly, as recently reported by the
Federal Reserve System’s Chairman Ben S. Bernanke.
Housing prices are also influenced by the supply of houses in the
region. As the supply of houses increases relative to the demand,
downward pressure is exerted on the price of available housing
as buyers have more choices. Two important recent supply
drivers have been foreclosures and new house construction.
As the foreclosure crisis expanded in the second half of the last
decade, it added a large number of houses to the market, putting
downward pressure on prices. The percent of bank-owned
houses in Kent County reached 1.2% in 2010. Over the last

three years, the foreclosure crisis has steadily abated. Prior to
the crisis, in 2005, 0.3% of all houses in Kent County were bank
owned. Ottawa County fared better over this timeframe with
0.1% bank owned in 2005, rising to 0.6% bank owned in 2010.
By November 2012, only one of the locations listed in Table
2, Holland, showed a bank owned rate above the 2010 Kent
county average. The suburban areas of Cascade and Georgetown
Townships had rates at or below the 2005 Kent County average.
This shows that the stock of houses available via foreclosure has
been decreasing and in some cases might be back to normal,
reducing the downward pressure on housing prices.
The second supply side driver, new homes, has remained in
check. The cities of Grand Rapids, Grandville, and Holland
have limited ability to increase the number of new homes. As
such, these areas show almost no new building over the last
few years. However, Cascade, which started to show pricing
strength last year, is now building houses at a faster rate than
it did during the housing boom in 2005. The cities that have
the highest bank owned rates and the lowest income levels are
showing no building pressure. However, in places where bank
owned rates are normalized and income is high, there has been
a return of housing construction.
As the slow economic recovery continues, employment should
keep growing and credit standards should start loosening up.
Mortgage rates might start rising, but they will likely stay low

Table 2: Local housing supply factors
Bank Owned Rate November 15
2012

Annual House Construction per
10,000 Houses
2005

Annual House Construction per
10,000 Houses
2010–2011

Grand Rapids

1.2%

21.1

2.3

Grandville

0.7%

117.9

2.4

Cascade

0.1%

253.9

280.5

Holland

2.5%

41.6

3.8

Georgetown

0.4%

183.8

51.9

Area

Bank owned rate from Realty Trac and house construction from U.S. Census. Cascade data is based on zip code 49301; in Georgetown, it is based on zip code 49428.
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as long as the Federal Reserve System continues its stimulus
program through the purchase of long-term assets (as it
has promised to do for the foreseeable future). Decreasing
foreclosure rates and rising price expectations should induce
greater construction activity. However, while most experts are
optimistic that the housing recovery can continue from now on,
there are still risks that the rising demand for housing will stall
or revert if the economy faces another downturn. This could
happen due to the looming fiscal crisis, the repercussions of the
European recession, or another major negative event. About
20% of homeowners are still underwater (they owe more than
what their homes are worth), which can cause another wave of
foreclosures if economic conditions deteriorate. ■
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